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According to David Osterfeld, economics professor at the University of Ransselaer, Indiana, bribes
paid to officials or businesspersons sometimes contributes to economic progress in Third World
countries. Osterfeld's article, titled "Corruption and Development," was published in a recent
issue of a quarterly magazine called Economic Growth Chronicle. The magazine is published in
Washington by the National Chamber Foundation, an affiliate of the US Chamber of Commerce.
Osterfeld provides several examples of "beneficial" types of corruption. 1) A developing nation
government charges $1,000 for a license to enter a given profession or field, and a government
functionary provides the license to an interested party for a $900 bribe. The lower final cost of the
license, said Osterfeld, facilitates the penetration by an enterprise into a specific industry, while
providing a competitive element in an otherwise monopolistic environment. 2) A street vendor in
Peru pays off a low- level government employee to obtain a permit to sell his products. Although
this practice is corruption, it also has a positive effect on society. Briefly, the professor's argument
is that certain forms of corruption are beneficial for the society as a whole because they nurture
economic activity, which in turn leads to increased production, rising skill levels, and job creation.
Osterfeld said that even in cases where the price of the bribe is often several times higher than the
cost of the license as dictated by the public power, the end result can be beneficial. Such practice,
he argued, not only benefits the bureaucrat pocketing the bribe, but more importantly, assures
the efficient distribution of licenses, since those who offer the most money (biggest bribes) tend
to be the most productive and efficient enterprises. Justifiable or "expansive" corruption, said
Osterfeld, are those practices which lead to growth in commerce. They are morally justifiable given
that their objective is to defend property rights. Expansive corruption, said Osterfeld, is a response
to governmental restrictions on economic freedom. Those who are alarmed by corruption and
who wish to promote economic development must concentrate on reducing governmental actions
which favor corruption. Examples of expansive corruption include: evasion of price controls or
tariffs via bribes to government officials, which in turn permit contraband and black markets; and,
bribes to avoid restrictions in the authorization of licenses or to avoid immigration and emigration
controls. Although the society becomes demoralized or disillusioned by expansive corruption, said
Osterfeld, its overall impact does not necessarily conspire against development. Certain types of
corruption, however, are condemned by Osterfeld: the alleged involvement of Panamanian Gen.
Manuel Noriega in drug trafficking, for instance, is a type of corruption which clearly has negative
effects on the society in question. (Basic data from AP, 08/11/88)
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